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Agenda

• 2.1.1.1 Proposition 2 ½ Primer

• 2.1.1.2 Tax Recapitulation

• 2.1.1.3 Excess Tax Levy capacity of $100k from 
fiscal year 2017

• 2.1.1.4 Free Cash

• 2.1.1.5 Major Capital Considerations

• 2.1.1.6 Debt Service falling off the next 7 years

• 2.1.1.7 Other Post Employments Benefits (OPEB)  
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Proposition 2 ½ Primer

• Proposition 2 ½ enacted in 1980

• Barbara Anderson, author of Prop 2 ½ passed away in 2016

• The Division of Local Services has developed a primer guide to 
assist local officials

• Primer guide can be overwhelming at first glance

• Try to understand a new concept each time 

• What is a Levy?

• Property Tax (RE & PPT) revenue raised for a particular fiscal 
year.  Largest revenue source – FY2018 - $19.8MIL - 76%
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Proposition 2 ½ Primer – Cont.

• What is the levy ceiling?  What is a Levy limit?

• Proposition 2 1⁄2 places constraints on the amount of the levy raised 
by a city or town and on how much the levy can be increased from 
year to year.

• A levy limit is a restriction on the amount of property taxes a 
community can levy. Proposition 2 1⁄2 established two types of levy 
limits:

• First, a community cannot levy more than 2.5 percent of the total 
full and fair cash value of all taxable real and personal property in 
the community. In this primer we will refer to the full and fair cash 
value limit as the levy ceiling.

• Second, a community’s levy is also constrained in that it can only 
increase by a certain amount from year to year. We will refer to the 
maximum amount a community can levy in a given year as the levy 
limit. The levy limit will always be below, or at most, equal to the 
levy ceiling. The levy limit may not exceed the levy ceiling.
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Proposition 2 ½ Primer – Cont.

• How is a Levy Ceiling Calculated?
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Proposition 2 ½ Primer – Cont.

• How is a Levy Limit increased?

• The levy limit is increased from year to year as long as it remains 
below the levy ceiling. Permanent increases in the levy limit result 
from the following:

• Automatic 2.5 percent increase. Each year, a community’s levy limit 
automatically increases by 2.5 percent over the previous year’s levy 
limit. This does not require any action on the part of local officials; 
the Department of Revenue calculates this increase automatically.

• New Growth. A community is able to increase its levy limit each year 
to reflect new growth in the tax base. Assessors are required to 
submit information on growth in the tax base for approval by the 
Department of Revenue as part of the tax rate setting process. 

• Overrides. A community can permanently increase its levy limit by 
successfully voting an override. The amount of the override 
becomes a permanent part of the levy limit base. FY2016 - $1.39M 6



Proposition 2 ½ Primer – Cont.

• Levy Limit is recalculated every fiscal year
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Proposition 2 ½ Primer – Cont.

• What is New Growth?

• Proposition 2 1⁄2 allows a community to increase its levy limit 
annually by an amount based on the increased value of new 
development and other growth in the tax base that is not the 
result of revaluation. The purpose of this provision is to 
recognize that new development results in additional 
municipal costs; for instance, the construction of a new 
housing development may result in increased school 
enrollment, public safety costs, and so on. New growth under 
this provision includes:

• Properties that have increased in assessed valuation since the 
prior year because of development or other changes. New 
subdivision parcels and condominium conversions.
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Proposition 2 ½ Primer – Cont.

• What is an override?
• Proposition 2 1⁄2 allows a community to assess taxes in excess of 

the automatic annual 2.5 percent increase and any increase due to 
new growth by passing an override. A community may take this 
action as long as it is below its levy ceiling, or 2.5 percent of full and 
fair cash value. An override cannot increase a community’s levy limit 
above the level of the community’s levy ceiling.

• When an override is passed, the levy limit for the year is calculated 
by including the amount of the override. The override results in a 
permanent increase in the levy limit of a community, which as part 
of the levy limit base, increases at the rate of 2.5 percent each year.

• A majority vote of a community’s selectmen, or town or city council 
(with the mayor’s approval if required by law) allows an override 
question to be placed on the ballot. Override questions must be 
presented in dollar terms and must specify the purpose of the 
override. Overrides require a majority vote of approval by the 
electorate. 9



Proposition 2 ½ Primer – Cont.

• What is a Debt Exclusion? What is a Capital Outlay Expenditure 
Exclusion?

• Debt exclusion is for the purpose of funding debt service.

• Capital Outlay Expenditure Exclusion is for the purpose of funding an 
actual capital purpose. i.e. Truck or equipment.

• Both temporary increases to the levy.  Once payments are done, levy 
increase goes away.

• Excess Levy Capacity

• Town may choose to set its levy at any amount below or equal to its 
levy limit. When a community sets its levy below the limit, the 
difference between the levy and the levy limit is commonly referred 
to as excess levy capacity. This is an additional amount the 
community could, but chose not to, levy.

• Levy Limit – Levy = Excess Levy Capacity
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Proposition 2 ½ Primer – Cont.

• What is an underride?

• Proposition 2 1⁄2 allows a community to reduce its levy limit 
by passing an underride. When an underride is passed , the 
levy limit for the year is calculated by subtracting the amount 
of the underride. The underride results in a permanent 
decrease in the levy limit of a community because it reduces 
the base upon which levy limits are calculated for future years. 

• A majority vote of a community’s selectmen, or town or city 
council (with the mayor’s approval if required by law) allows 
an underride question to be placed on the ballot. An 
underride question may also be placed on the ballot by the 
people using a local initiative procedure, if one is provided by 
law. Underride questions must state a dollar amount and 
require a majority vote of approval by the electorate. 11



Tax Recapitulation

• Town’s Tax Recap is prepared online via DOR Gateway System, 
since fiscal year 2011

• Team effort – Board of Assessors/ Assessors Office, Town 
Clerk, Town Treasurer, Town Accountant and Town 
Manager/Board of Selectmen. Approved by DOR.

• Public Hearing on Tax Classification by class, Residential and 
CIP – Commercial, Industrial and Personal Property.  The 
Board of Selectmen approved a single tax rate in FY2018 and 
has historically.

• In FY2018, total valuation was $1.1 Billion for all classes of 
property. Residential represents 94.59% of total property.

• Full & Fair Cash Value =$1.1B x 2 ½ = $28MIL Levy Ceiling

• Actual Single FY2018 Tax Rate - $17.23 per $1,000

• Levy Ceiling FY2018 Tax Rate - $25.00 per $1,000 – 45% Inc.  
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Tax Recapitulation - Continued
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Excess Tax Levy Capacity

• Excess Tax Levy Capacity is covered in the Proposition 2 ½ 
Primer

• The LA-5 reports the excess tax levy capacity

• FY2017 Tax Recap included $100k excess capacity

• FY2018 Tax Recap included $3k excess capacity

• Excess capacity is rolled into the next year.  Removed only 
through an underride, if the Town so chooses to remove it.
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Free Cash

• Calculated annually and certified by DOR in the fall.

• Expires on June 30th each year

• Can be appropriated for any municipal purpose at town meeting –
majority vote

• Free Cash certified amount can be + positive and - negative

• Free cash is a revenue source that results from the calculation, as of 
July 1, of a community's remaining, unrestricted funds from its 
operations of the previous fiscal year based on the balance sheet as 
of June 30. It typically includes actual receipts in excess of revenue 
estimates and unspent amounts in departmental budget line items 
for the year just ending, plus unexpended free cash from the 
previous year. Free cash is offset by property tax receivables and 
certain deficits, and as a result, can be a negative number. 

• One time funding that should be use for one-time expenses 
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Free Cash - Continued
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Free Cash - Continued
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Major Capital Considerations 

•Community Center (library, 
senior center, cable access)

•DPW Building

•3 Milford Street disposition

•Waste Water Treatment Plant

•Roads 18



Debt Service  - falling off in 7 
years
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Debt Service  - falling off in 7 
years - Continued
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Debt Service  - falling off in 7 
years - Continued
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Debt Service  - falling off in 7 
years - Continues
• Governmental Activities over the next 7 years

• In Fiscal Year 2020, there’s $345,000 of final principal 
payments related to the Fire Station and Stefan #1 that 
will be paid off and will go away in FY2021.

• There’s a catch, the debt service principal payments are 
part of 2 debt exclusions.  As you know, once the debt 
service is paid in full, the debt exclusion on the tax recap 
goes away as a funding source.     

• Current debt will be paid in full in 15 years or FY2034. 
No significant drop in debt service from FY2021 – 2034.  
The average annual debt service principal is 
approximately $250k between that time.  
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Debt Service  - falling off in 7 
years - Continues
• Water Activities over the next 7 years

• No significant drop in Water debt service until FY2033.  There’s new 
debt coming soon related to Water Mains – total of $1.3 million.

• 50% is funded by General Fund and 50% funded by Water Enterprise 
Fund. 

• Waste water Activities over the next 7 years

• In Fiscal Year 2019, there’s $241,000 of final principal payments related 
to the Sewer Plant that will be paid off and will go away in FY2020.

• There’s another catch, the debt service principal payments are part of 1 
debt exclusion as 50% of the General Fund.  As you know, once the debt 
service is paid in full, the debt exclusion on the tax recap goes away as a 
funding source.     

• 50% is funded by General Fund and 50% funded by Waste Water 
Enterprise Fund. 

• There’s a strong possibility that the FY2020 Waste water Enterprise Fund 
budget will be self supporting. 
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Other Post-Employment 
Benefits (OPEB)
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Other Post-Employment 
Benefits (OPEB) - Continued
• KMS Actuaries is currently preparing a new actuarial valuation 

report as of July 1, 2017 based on the active and retiree data 
provided by the Town.  Thank you to Sandy Hakala and Deb 
Teta!  The report will be complete before the end of the year.

• Under the new GASB 74 & 75, the Town is required to update 
it’s report annually.  The full valuation is done now every 2 
years, as oppose to every 3 years under old GASB 45.

• Based on the 7/1/2015 OPEB report, the Unfunded Actuarial 
Liability (UAL) as of 7/1/2015 - $6.8 million vs. $4.2 million as 
of 7/1/2012.  That’s an increase of $2.6 million.  I anticipate 
the UAL to be closer to $8 million in the upcoming report.

• OPEB Trust Fund Assets, over $516,899 as of today.  Funded 
ratio is approximately 1% of the unfunded actuarial liability.    
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Other Post-Employment 
Benefits (OPEB) - Continued
• The annual required contribution is $739,936 and the discount 

rate is 4.00%

• Employee demographics are important to review.

• There’s 9 active employees that are between 50 – 70 years old 
and up with 25 – 29 years of creditable service.  That’s 16% of 
the population and the next wave of employees to retire in 
the next 5 years.

• Funding plan for OPEB - The Town should continue to fund the 
OPEB Trust Fund when funds become available.  At a 
minimum, the Town should at least fund $100,000 annually to 
the OPEB Trust Fund.  The Pension windfall in FY2041 may 
help fund the OPEB Trust Fund. OPEB reform from the 
legislature may help.  New employees can contribute to the 
OPEB Trust Fund.  We need to think outside the box. 26



The End!!!

• Does anyone have any questions?

• E-mail is best to contact me – kcosta@uptonma.gov

• Thank you!
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